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PURPOSE AND BACKGROUND OF STUDY

This study examines tlie managed care experiences and performance of

seven community health centers (CHCs). The policies and practices of the

CHCs included in this study -- and the lessons they have learned -- can provide

valuable insights for other CHCs and the HMOs with which they partner. Policy-

makers contemplating the role of CHCs in managed care will also benefit from

these findings.

Whether they serve only indigent populations or a mix that also includes

Medicare beneficiaries and privately insured patients, CHCs more and more are

being exposed to managed care. In some cases this means that health centers

are actually placed at risk by way of prepayment. However, even when CHCs
participate in managed care strictly as fee-for-service or cost-reimbursed

providers, they face new challenges. For example, in situations where
enrollment in managed care programs is made mandatory for Medicaid eligibles,

the health center may experience a rapid change in the number or type of clients

served. In addition, health centers participating in managed care must cope with

externally imposed controls on utilization that affect patients' access to specialty

care.

This study explores the effects of managed care on CHCs, shedding light

on such issues as:

• how managed care affects health centers' capacity planning and their

ability to recruit and retain health professionals;

• the different operational impacts of mandatory versus voluntary

Medicaid enrollment;

• the role of clinicians in managerial decision-making under managed

care;

• the impact of managed care on clinical practice within the health

center; and

• how managed care alters access to specialty care.

The study also compares the performance of CHCs to other primary care

providers participating in the same managed care delivery networks.
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SITE SELECTION PROCESS

The goal of the site selection process was to choose seven CHCs that
would be most suitable for studying the organizational impact of managed care
arrangements. The selection process was structured to identify those centers
with prepaid managed care arrangements and that assume some risk under
these arrangements. Centers with significant managed care enrollment and
several years' experience with managed care contracts were identified, although
centers that operate their own HMOs were excluded. Another important
determinant in choosing the final site cohort was the willingness of the HMOs
that contracted with the selected CHCs to participate in the study. The following
seven sites were selected.

TABLE ES-1

Center

Area Health Development Board
El Rio Santa Cruz Neighborhood
Health Center

Location

Community Health Foundation
of East Los Angeles

Baltimore Medical System, Inc.

Open Door Family Health Center

Spectrum Health Sen/ices, Inc.

Sixteenth Street Community
Health Center 1

In^lngton, Alabama
Tucson, Arizona

Los Angeles,

California

Baltimore,

Maryland

Osslning,

New York

Philadelphia,

Pennsylvania

Milwaukee,

Wisconsin

Affiliated HMOs Participating

in Study

PrimeHealth

Mercy Health Plan

Arizona Physicians IPA
United Health Plan

Free State

Chesapeake Health Plan

Westchester Prepaid Health

Services

Healthcare Management
Alternatives

Wisconsin Health

Organization

The study site cohort represents a mix of geographic and demographic
characteristics. The seven sites are located across the country, with at least one
site from the westem, midwestem, southern and northern regions of the country.

One of the locations, the Area Health Development Board, is classified as a rural

health center. The remaining sites are urban community health centers.

The study site cohort has substantial managed care experience, both in

number of years and the level of managed care enrollment. Some of the centers
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included in this study began their managed care activity in the early 1980s. Both
Community Health Foundation of East Los Angeles (CHFELA) and El Rio Santa
Cruz Neighborhood Health Center (El Rio) began their involvement in managed
care in the 1 970s.

KEY QUESTIONS AND DATA COLLECTION METHODS

Managed care arrangements are designed to introduce new financial

incentives, organizational relationships, service delivery requirements, and
expectations with regard to patient care management, quality assurance, and
access to care. Four hypotheses were used to evaluate the impact of managed
care arrangements on CHCs:

• Participation in managed care influences the organizational and
clinical practices of CHCs;

• Managed care alters service delivery relationships and changes the

roles of clinicians in the decision-making process;

• Changes in administrative, operational and management practices

are required for success in a managed care environment; and
• CHCs are as effective as other HMO primary care providers in

achieving utilization management, cost containment and related HMO
performance objectives.

Site visits, using focused interview guides and supplemented by
questionnaires for the executive and clinical staff and performance indicator data

collection protocols, served as the principal information gathering mechanisms.
In addition, executives from both the CHCs and the HMOs that contracted with

the selected CHCs were interviewed for the study.

IMPACT OF MANAGED CARE ON STUDY SITE CHCS

The level of managed care enrollment at each site varies significantly.

Managed care penetration is as low as 7.5 and 8.3 percent at CHFELA and Area
Health Development Board, respectively. In other locations, such as El Rio

Santa Cruz Neighborhood Health Center and Spectrum Health Services,

managed care enrollees represent as much as 75 to 86 percent of the centers'
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total users. The latter two centers are located in areas where Medicaid
recipients are mandated to enroll in managed care plans.

Most of the sites contract on a capitated basis for primary care services
only, thereby avoiding prepaid arrangements that would place them at risk for

services not provided by the center. For instance, centers typically avoid
capitated arrangements for specialty and hospital services. Several centers,
however, share risk for specialty services through a withhold arrangement and
sharing of savings/tosses within a pre-established corridor. El Rio and the
Sixteenth Street Cerger are two examples of centers that share risk for specialty

services.

While less than fully enthusiastic about some aspects of the shared-risk
arrangements, the CHCs included in this study recognized the potential future
value of gaining managed care experience. These CHCs acknowledged the
growth of managed care nationwide and within their communities.

The impact of managed care on administrative practices differs across the
study CHCs. Several CHCs have made only modest administrative changes in

response to managed care, while other study CHCs have been more aggressive
in developing a substantial and rigorous risk management role. Overall, the
degree of change in administrative practices (e.g., staffing, design of new forms,

emphasis on care coordination) was more significant among those centers with

both a relatively large managed care population and more substantial risk

exposure.

Various basic managed care features are integral aspects of most study

CHC operations and were integral parts of their operations prior to the

implementation of any managed care contracts. Changes in administrative

practices have occurred, but the study CHCs do not view them as a response to

managed care. For example, most of the study CHCs have 24-hour coverage or

on-call services for dealing with emergency cases, periodic patient satisfaction

surveys, mechanisms for responding to patient grievances, and data collection

procedures for documenting primary care services.
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To some extent, however, managed care has prompted changes and
improvements in basic administrative practices. In response to managed care,

Open Door Family Health Center, for example, strengthened its 24-hour on-call

service and improved front-office operations, including timely scheduling of

appointments, assignment of a primary care physician and more comprehensive
documentation of eligibility status and medical history. Similarly, Spectrum
responded to the perceived papenwork burden of managed care by hiring

support staff to accommodate the additional time required for intake and
enrollment interviews, determination of Medicaid eligibility and verification of

HMO status, and scheduling of timely appointments.

Several study CHCs have begun to assume a more active role, monitoring

specialty referrals, managing utilization, and reviewing HMO reports on CHC
risk-sharing pools. In its review of specialty and hospital billings, Spectrum and
El Rio found errors which led to more aggressive utilization monitoring efforts.

As anticipated, the CHCs that are more proactive in utilization management are
those that participate in risk-sharing for specialty referrals. Having financial

stake tends to heighten interest in assuming a more substantial role in

authorizing referrals as well as in monitoring associated costs. To manage risk,

BMSI has established sub-capitation arrangements with specialty providers and
has placed utilization review staff in affiliated hospitals.

In general, the study centers reported that managed care has not

changed the clinical decision-making process. The centers commented that

they have always emphasized the delivery of comprehensive preventive and
primary health care services, essential features of managed care plans.

Similariy, the health promotion and education activities emphasized by managed
care plans are not new to most CHCs, who have traditionally offered such

approaches. While care components of managed care systems are cleariy

evident at all the centers visited, other managed care features, particulariy those

that concem resource management - utilization review, referral monitoring,

financial risk analysis - were not strongly evident at the majority of centers

studied. Two strong exceptions to this observation were El Rio and BMSI, which

had both implemented resource management tools aimed at monitoring their

managed care contracts.

Pages



CHC PERFORMANCE UNDER MANAGED CARE

In conjunction with each site visit, the Bureau's consultants met or spoke
with HMOs to more closely evaluate each study CMC's relationship with its

contracted HMO. In addition, utilization data were collected from the HMOs
comparing the CHC, comparison providers, and the plan as a whole. These
meetings were important in evaluating the historical relationship and
communications between CHC and HMO, as well as the impact of the CHC on
the HMO's performance. Opinions expressed by HMO representatives

addressed the impact of the CHC on the accessibility of primary care in the

service area and the ability of the CHCs to supplement the HMO's existing

network through the long-standing referral relationships established by the CHC.
In addition, HMO representatives commented on the level of understanding and
the communication abilities (not only in terms of language but also in terms of

cultural and economic orientation) of the CHC staff with regard to special

populations.

To assist in the review of CHC performance under managed care, the

study team requested cost information and utilization statistics that compared
the CHC to a comparable provider with a similar patient population, and to the

plan as a whole. Most of the HMOs were able to comply with this request,

although the types of services and types of populations represented by the

utilization statistics varied from one HMO to another. In one case, the CHCs
enrolled population during the data collection period was too small to support

such comparisons. The HMOs indicated that in almost all instances, the CHCs
were well within the range of acceptable utilization and cost performance

established by the plan. The following sections relay some of the comparative

information provided by the HMOs.

Study CHC 01

Table ES-2 presents a comparison of the experience of one of the CHC to

two comparison providers' experience and to the plan as a whole. These
utilization statistics reflect a commercial population. The affiliated HMO
indicated that while this CHCs experience reflected high hospital usage, the

rates were within the acceptable standards of the HMO.
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TABLE ES-2

UTILIZATION RATES PER 1,000 COMMERCIAL ENROLLEES
Study CHC #1

Total Members

Referrals Per 1,000

ER Visits Per 1 ,000

Admissions Per 1 ,000

Hospital Days Per 1 ,000

Average Length of Stay

Study

CHC#1
705

292

153

119

606

5.1

Family

Medicine

Group

439

339

128

75

264

3.5

Internal

Medicine &
Pediatrics

Group

774

525

116

59

319

5.4

Total Plan

32,308

469

126

73

357

4.9

Study CHC #2

Table ES-3 presents utilization statistics for a study CHC with a Medicaid
population that included disabled, SSI, and medically needy enrollees. The
HMO interviewed reported that the center provides excellent care and is a cost

efficient provider of care when compared to others in the network and after

adjusting for patient acuity. According to both the HMO and the center, the

center experiences adverse selection for the disabled population. This selection

bias may explain, at least in part, the higher utilization rates for the CHC shown
in Table ES-3.
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TABLE ES-3

UTILIZATION RATES PER 1,000 MEDICAID ENROLLEES
(Including AFDC, Disabled, SSI, & Medically Needy Enrollees)
StudyCHC#2 '

Non-Maternity

Admissions/1 ,000

Non-Maternity Davs/1 .000

Non-Maternity Average
Length of Stay

Emergency Room
Visits/1 ,000

Referrals/1 .000

Study CHC #2

300

1,046

3.5

773

Lab Tests/1 .000

X-Rays/1 .000

2,526

3,788

Total Plan

223

947

4.2

635

1,942

1,082
2,669

880

Study CHC #2 also contracts with an HMO that was able to Isolate the
AFDC population in Its utilization statistics. This comparison, which in effect
controls for any biased selection by the disabled population, is presented in

Table ES-4. This HMO also reported being very satisfied with the CHC's
performance.

TABLE ES-4

UTILIZATION RATES FOR AFDC ENROLLEES
Study CHC #2

Study

CHC #2

Multi-

Specialty

Group
Solo

Practitioner

Inpatient Days/1 ,000 236 345 241

ER Visits/1 ,000 1,260 1.045 1.115

Study CHCm

Table ES-5 reflects utilization rates for a third CHC and a comparison
provider. These rates are for AFDC enrollees. The HMO providing these data

indicated that some of the CHC's performance indicators fall outside the HMO's
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utilization management nomis. The data show that the CHC experienced a
higher rate of admissions for non-maternity care than the comparison provider.
However, the CMC's maternity admissions/1,000 and matemity days/1,000 were
much lower than those of the compahson group. While acknowledging some
problems in the center's utilization experience, the HMO views this CHC as an
important safety net provider and is assisting the center to improve Its

performance under managed care.

TABLE ES-5

UTILIZATION RATES FOR AFDC ENROLLEES
Study CHC #3

Study CHC #3 Comparison Provider

AFDC members 800 700

Maternity Admissions/1 ,000 13 26
Non-Maternity Admissions/1 ,000 81 18
Maternity Days/1 ,000 30 62
Non-Maternity Days/1 ,000 201 127

Study CHCM

Table ES-6 presents comparative claims cost per member for a
commercial population for a study CHC and two comparison providers. The
HMO reported that this center is as effective as other providers within its network
and has made substantial progress over the past several years in improving its

managed care operations to meet the HMO's perfomriance objectives. The HMO
indicated the CHC's strengths included its visibility as a well-regarded primary
care provider and its ability to offer both primary care and on-site OB/GYN
services.
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TABLE ES-6

1992 CLAIMS COST PER MEMBER PER MONTH FOR COMMERCIAL
ENROLLEES

^wnnmcn^iAL

Study CHC #4

Study CHC #4 Multi-Specialty Primary Care
Group Group

Member Months 35,197 14,904 96,329

Inpatient $27.88 $36.37 $32.01
Outpatient $7.15 $6.65 $ 6 20
Home Health $0.44 $1.52 $0 70
Emergency Room $0.46 $0.37 $0 31
Ambulance $0.51 $0.33 $0.12

TOTAL $36.44 $45.24 $39.34

The study CMC's total costs for the listed services, on a per member per
month basis, are lower than the two comparison providers, due to the lower
inpatient costs incurred by the center's members. The HMO did report that there
is some evidence that the multi-specialty group may have experienced adverse
selection; at one of its sites, the average inpatient per member per month cost
was $88.55. Consequently, this provider's total PMPM cost may be high due to

a few catastrophic cases within its patient population.

Study CHC ^5

The HMO affiliated with the Study CHC #5 reported that its performance
review indicates that the CHC has very good utilization experience. For all

utilization indicators examined, the CHC falls within the acceptable range. In

fact, the HMO reported that the center has met or exceeded its performance
criteria for primary care providers. Particular strengths cited by the HMO
included the CHC's ability to hold down prescription costs, schedule

appointments within a short time frame, and perform case management.

Table ES-7 shows that the CHC's utilization rates (other than for

emergency room visits) are slightly higher than the corresponding rates for

pediatric sites, but substantially less than non-pediatric sites. This center has a
large pediatric population, and this may explain why its numbers tend to be
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closer to those of the pediatric sites. No comparison of demographics was
available to determine the portion of the pediatric population at the other sites.

TABLE ES-7

UTILIZATION RATES FOR AFDC ENROLLEES
Study CHC #5

Referral Visits/I OOP
At Risk Hospital

I

Discharqes/1000

At Risk Hospital

Davs/1000

Average Length of Stay

Emergency Room
VJsits/1000

Prescriptions Fiiled/1000

Study CHC
#5

Average Membership 2347

8.886

185

1,414

7.6

430

6,366

Pediatric

Sites

10,972

7,976

112

663

5.9

625

3,959

Non-Pediatric

Sites

71,895

Ail Sites

82,868

10,567

238

2,069

8.7

317

13,403

10.224

222

1,883

8.5

358

12,152

As the above utilization rates would indicate, the CMC's costs under
managed care compare favorably with other HMO providers' experience. Table
ES-8 compares the study CMC's costs to a single non-CMC clinic and to all MMO
sites. The study CMC has lower referral costs (and achieved a referral fund
surplus) and significantly lower hospital costs per enrollee when compared to the
comparison provider and the plan as a whole.

TABLE ES-8

COIVIPARISON OF PER MEMBER PER MONTH COSTS FOR AFDC ENROLLEES

Study

CHC #5
Comparison
Provider

Total Plan

Average Membership 2,195 1,735 74,688
Professional Referral Expenses PMPM $8.08 $10.09 $11.80
X-ray & Lab Referral Expenses PMPM $3.02 $4.55 $5.12
Total Referral Expenses PMPM $11.09 $14.63 $16.91
Referral Fund Surplus (Deficit) PMPM $0.18 ($2.00) ($2.06)
Inpatient Hospital Fund PMPM $52.62 $83.65 $87.98
Emergency Room Fund PMPM $2.22 $1.12 $1.70
Total Hospital Fund PMPM $58.44 $88.57 $97.32
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Study CHCllf6

Table ES-9 presents inpatient days per 1 ,000 members and per member
per month costs by type of service for Study CHC #6 and for its affiliated HMO
as a whole. The center's experience reflects a lower hospital days per 1 ,000

rate, and per member per month costs are almost identical to PMPM costs plan-

wide. It should be noted that the cost categories exclude some types of service,

including mental health, alcohol and drug abuse, ambulance, and home health

services.

TABLE ES-9

DAYS PER 1,000 ADFC ENROLLEES AND
COST PER AFDC MEMBER PER MONTH

Study CHC #6 Total Plan
Total Member Months 29,708 95,207
inpatient Days Per 1 ,000 417 481
Physician Costs PMPM $29.83 $30.19
Inpatient Hospital Costs PMPM $40.46 $40.38
Outpatient Hospital Costs PMPM $38.29 $39.31
Pharmacy Costs PMPM $5.76 $6.35

The HMO reported it views the center as an important network provider

for delivering services to the Medicaid population. The center's geographic

location is critical to the HMO's ability to enroll and serve Medicaid recipients. In

addition, the HMO views the center as an excellent provider of multi-cultural

services with a very committed clinical and management staff. The plan

representative reported that the center has a better grasp of cultural competency

issues than any of the plan's other primary care sites.

Study CHC^

At the time of the study, the HMO associated with the seventh CHC was
able to provide utilization statistics for a period during with the CHC had fewer

than 200 enrollees. Because of the very small size of the enrolled population

and the potential for significant bias in the utilization data, the statistics provided

were deemed to be inappropriate for comparison purposes.
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Overall

For the most part, the HMOs reported that the CHCs were performing as
well or better than comparable providers in their network. The HMOs
commented that while some performance measures indicated a somewhat
higher utilization rate of a particular service by CHC enrollees, there were other

services for which the CHC utilization rates were more favorable. In some
cases, the CHCs' performance, as indicated by utilization statistics or the results

of risk pools for specialty care or hospital care, were significantly better than the

comparison group's performance.

In general, the HMOs reported that the CHCs studied are Important

components of the HMOs' network, and offer strong primary care services

accompanied by cultural sensitivity. In addition, the locations of the CHCs
typically make them particularly accessible to the Medicaid population.

Several of the HMOs commented on the need for their CHCs to more
aggressively pursue changes in their operations to better accommodate
managed care. In particular, data systems supporting utilization review and
financial analysis were mentioned, as well as the need to develop strict protocols

for referrals and other utilization management techniques.

CONCLUSION

The CHCs described in this study demonstrate a range of experiences

with managed care contracting. Some of the study CHCs are relatively new
entrants into the managed care arena, whereas others have more than a decade
of experience. For some of the study sites, managed care represents a sizable

portion of the center's business, while for others managed care represents only

a small portion of the center's patient population and revenue. A significant

variable among the study sites is the degree to which the CHCs accept risk

under managed care contracts.

Despite these variations, several common experiences did emerge among
the study CHCs. Uniformly, these sites were viewed as an important provider in
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the HMOs' networks - whether because of the geographic location of the center,

Its primary care capacity, Its culturally sensitive services, or all of these.

The arrival of managed care has led the study CHCs to pursue
improvements In the efficiency and capabilities of their data systems, financial

management systems, and patient management techniques. In some cases
these changes are due to the CHCs' involvement in prepaid managed care, but

other advances are due to a more widespread need to continue improving their

competitiveness in today's provider market and to provide effective primary care

services within limited budgets. Some changes are primarily due to managed
care; for instance, the CHCs studied have hired or trained existing staff as
referral coordinators, implemented referral certification and review processes,

and negotiated contracts with specialists. Other changes, such as automating
the appointment scheduling process and computerizing other clinic functions,

are not necessarily a result of managed care but more a result of the desire to

better meet the needs of their patient population. All these changes support the

study CHCs' ability to respond successfully to managed care.

The pressures on CHCs to participate in managed care arrangements are

likely to increase dramatically, particularly as more states introduce managed
care approaches to their Medicaid programs in an effort to deal with spiraling

costs. The Bureau of Primary Health Care has already provided valuable

technical assistance, skills training programs, and educational forums to prepare

CHCs for managed care. In 1993, the Bureau conducted approximately 30

training sessions and expects to conduct 50 more training sessions in 1994.

The Bureau also provided technical assistance to 40 centers in 1 993. The study

CHCs indicated that such training and technical assistance are strongly needed

by community health centers as they increase their participation in prepaid

managed care.
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